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Overview
Emerging markets investing has come a long way in the last decade. When
the “gold rush” to emerging economies began in the 1990s, investors initially
limited their interest to blue chip stocks from the largest emerging markets.
However, as broad-based and size-specific indices have flourished for
emerging markets, new investment opportunities have opened up and global
funds have flowed to small-cap stocks in addition to large-cap stocks. This
changing investment pattern has been reflected in equity performance during
recent years.

Small-cap
emerging market
equities have
outperformed
their large- and
mid-cap peers by
significant
margins over the
past ten years.

Key highlights:
Small-cap emerging market equities have outperformed their large- and midcap peers by significant margins over the past ten years, as of September 30,
2010.
Despite the relatively strong performance of small-cap emerging market
equities, it is rare for investors to have dedicated small-cap exposure within
emerging markets.
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Significant performance differentiation between small-caps and large- and midcaps within emerging markets and the possibility of greater diversification
provide a compelling argument for investors to carve out dedicated allocations
for emerging market small-cap.
As seen in the U.S. and other developed equity markets, emerging market
small-cap stocks have generated significantly larger gains than their large- and
mid-cap peers. Furthermore, small-cap outperformance does not appear to be
driven by regional, sector, or style biases as the phenomenon generally holds
across regional, sector and style indices.
Note: This analysis utilizes data from the S&P Global BMI (Broad Market
Index) Series. The index series has approximately 10,000 constituents and
consists of the S&P Developed BMI index, which includes 26 developed
markets and the S&P Emerging BMI index, which includes 19 emerging
markets. The index can be further broken down by size (e.g. S&P Emerging
SmallCap), region (e.g. S&P Europe BMI); sector (e.g. S&P Emerging BMI
Financials) and style (e.g. S&P Emerging BMI Growth or S&P Emerging BMI
Value).

The Emergence of Small-Caps
As illustrated in Figures 1 and 2 on the following page, emerging market smallcap equities have outperformed large- and mid-cap emerging market equities
by a wide margin in recent years. In fact, the S&P Emerging SmallCap index
posted a 16.6% ten-year compound annual growth rate (CAGR) as of
September 30, 2010. This compares to a 13.2% CAGR for the S&P Emerging
LargeMidCap index. In addition, the S&P Emerging Small Cap index has
beaten the S&P Emerging LargeMidCap index in eight out of the last ten years,
as of September 30, 2010.
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Figure 1: 10-Ye ar Pe rformance Comparison
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Source: Standard & Poor’s. Data as of September 30, 2010. Charts and graphs are provided for illustrative
purposes only. Index returns do not include payment of any sales charges or fees an investor would pay to purchase
the securities the index represents. Such costs would lower performance. It is not possible to invest directly in an
index. Past performance is not an indication of future results.

Figure 2: Comparative Annual Total Returns (2001-2010)
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Source: Standard & Poor’s. Year-to-Date data as of September 30, 2010. Charts and graphs are provided for
illustrative purposes only. Index returns do not include payment of any sales charges or fees an investor would pay to
purchase the securities the index represents. Such costs would lower performance. It is not possible to invest
directly in an index. Past performance is not an indication of future results.

However, in the earlier days of emerging markets investing when investors were
largely focused on large, blue chip companies, small-cap stocks did not generate
such impressive performance in comparison to their large- and mid-cap
counterparts. In fact, the S&P Emerging LargeMidCap outperformed the S&P
Emerging SmallCap for six consecutive years between 1995 and 2000.
Figure 3: Comparative Annual Total Returns (1995-2000)
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Source: Standard & Poor’s. Charts and graphs are provided for illustrative purposes only. It is not possible to invest
directly in an index. Past performance is not an indication of future results. The S&P Emerging LargeMidCap and
the S&P Emerging SmallCap were launched on December 31, 1997 and all data presented prior to that date reflects
hypothetical historical performance. Please see the Performance Disclosure at the end of this document for more
information on indices and the inherent limitations associated with back-tested index performance.
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Sector Exposures
As shown in Figure 4 below, there are significant sector variances between largeand mid-cap stocks and small-cap stocks within emerging markets. The S&P
Emerging SmallCap index is currently significantly underweight in Energy,
Financials, and Telecommunication Services – sectors typically dominated by
large multinational companies. Likewise, it is overweight in Consumer
Discretionary, Consumer Staples and Industrials.
Figure 4: S&P Emerging LargeMidCap and SmallCap Sector Weights
9/30/2010
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Source: Standard & Poor’s. Charts and graphs are provided for illustrative purposes only. It is not possible to invest
directly in an index. Past performance is not an indication of future results. The S&P Emerging LargeMidCap Sector
and the S&P Emerging SmallCap Sector were launched on September 19, 2005 and all data presented prior to that
date reflects hypothetical historical performance. Please see the Performance Disclosure at the end of this document
for more information on indices and the inherent limitations associated with back-tested index performance.

Small-Cap Outperformance Across Regions
As shown in Figure 5 on the following page, small-cap outperformance has also
generally occurred across regions. In fact, over the past ten years ending
September 30, 2010, small-caps have outperformed their large- and mid-cap
peers across all four major regions. This trend has also been consistent over
shorter periods as the S&P Asia-Pacific SmallCap index, S&P European
Emerging SmallCap and S&P Latin America SmallCap have outperformed their
LargeMidCap counterparts in all instances over the year-to-date, three- and fiveyear periods as of September 30, 2010. The only period in which the S&P MidEast & Africa SmallCap lagged its LargeMidCap version was the three–year
period ending September 30, 2010.
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Figure 5: Annualized 10-Year Regional Performance Comparison
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Source: Standard & Poor’s. Data as of September 30, 2010. Charts and graphs are provided for illustrative
purposes only. Index returns do not include payment of any sales charges or fees an investor would pay to purchase
the securities the index represents. Such costs would lower performance. It is not possible to invest directly in an
index. Past performance is not an indication of future results.

Small-Cap Outperformance Across Sectors
Over the past ten years ending September 30, 2010, nine out of ten sectors within
the S&P Emerging SmallCap Sector Indices have outperformed their
LargeMidCap counterparts. Once again, this suggests that small-cap
outperformance has been broad-based and not driven by sector biases within the
small-cap indices. Over shorter time periods, the broad-based dominance of
small-cap sector indices is not quite as overwhelming. However, the general
trend of small-cap outperformance is also still present in most of the sectors over
these periods.
Figure 6: Annualize d 10-Ye ar Se ctor Pe rformance Comparison
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Source: Standard & Poor’s. Data as of September 30, 2010. Charts and graphs are provided for illustrative
purposes only. It is not possible to invest directly in an index. Past performance is not an indication of future results.
The S&P Emerging LargeMidCap Sector and the S&P Emerging SmallCap Sector Indices were launched on
September 19, 2005 and all data presented prior to that date reflects hypothetical historical performance. Please see
the Performance Disclosure at the end of this document for more information on indices and the inherent limitations
associated with back-tested index performance.
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Emerging Small-Caps as a Source of Portfolio Diversification
Although correlations have increased in recent years, emerging market equities
continue to provide a valuable source of diversification for investors. As illustrated
in Figure 7 below, correlations between emerging market equities of all sizes and
developed market equities remain well below those of small-cap developed
market equities. Additionally, over time, small-cap emerging market equities have
exhibited lower correlations to the developed markets (albeit modestly) relative to
large- and mid-cap emerging market equities. This suggests that investments in
emerging market small-caps may generate a greater diversification impact than
investments in large- and mid-caps.

Correlations
between emerging
market equities of
all sizes and
developed market
equities remain
well below those
of small-cap
developed market
equities.

Figure 7: Rolling 12-Month Correlation to the S&P Developed BMI
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Source: Standard & Poor’s. Data as of September 30, 2010. Charts and graphs are provided for illustrative
purposes only. It is not possible to invest directly in an index. Past performance is not an indication of future results.
The S&P Emerging LargeMidCap and the S&P Emerging SmallCap were launched on December 31, 1997 and all
data presented prior to that date reflects hypothetical historical performance. Please see the Performance Disclosure
at the end of this document for more information on indices and the inherent limitations associated with back-tested
index performance.

Conclusion
As capital flows to emerging markets have increased in recent years and many
investors have ventured beyond the largest companies, small-cap stocks have
outperformed large- and mid-cap stocks by significant margins. Despite this
trend, however, many investors do not have dedicated small-cap exposure within
their emerging markets portfolios. Significant performance differentiation between
small-caps and large- and mid-caps within emerging markets and the possibility of
greater diversification provide a compelling argument for investors to carve out
dedicated allocations to emerging market small-caps.
In addition, as financial markets continue to deepen in emerging markets, equity
performance is likely to further differentiate beyond size ranges. Historically,
emerging market economies and equity markets have primarily been driven by
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export-oriented growth stemming from sectors such as Energy and Materials.
While these sectors will undoubtedly continue to be important drivers of growth in
these markets, emerging market economies will likely continue to diversify. As
the wealth of local populations increases, sectors such as Consumer Staples,
Consumer Discretionary and Health Care may increase in importance as organic
demand for these goods and services grows within these markets.
Emerging Markets Investment Tools
Index Name

ETF Name

ETF
Ticker

S&P Emerging BMI <US$2bn

SPDR S&P Emerging Markets Small
Cap ETF

EWX

S&P Emerging BMI

SPDR S&P Emerging Markets ETF

GMM

S&P Developed ex/US
US$2bn - US$5bn

SPDR S&P International Mid Cap
ETF

MDD

S&P Developed ex/US BMI
<US$2bn

SPDR S&P International SmallCap
ETF

GWX

S&P Asia-Pacific Emerging BMI

SPDR S&P Emerging Asia Pacific
ETF

GMF

S&P Emerging Europe BMI

SPDR S&P Emerging Europe ETF

GUR

S&P Latin America BMI

SPDR S&P Emerging Latin America
ETF

GML

S&P Middle East & Africa BMI

SPDR S&P Emerging Middle East &
Africa ETF

GAF

S&P BRIC 40

SPDR S&P BRIC 40 ETF

BIK

S&P Latin America 40

iShares S&P Latin America 40

ILF

S&P China BMI

SPDR S&P China ETF

GXC

S&P Russia BMI Capped

SPDR S&P Russia ETF

RBL

Additional Resources
S&P Indices Practice Essentials: www.SPindices.com/4solutions
S&P Indices Market Attributes: www.marketattributes.standardandpoors.com
S&P Indices Thought Leadership Center: www.SPindices.com
S&P Equity Indices: http://www.equityindices.standardandpoors.com

Stay Connected
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Performance Disclosure
Indices are not collective investment funds and are unmanaged. It is not possible to invest directly in an S&P index. Past
performance of an index is not an indication of future results.
The inception date for the S&P Emerging LargeMidCap and the S&P Emerging SmallCap, as well as their corresponding
Regional Indices (S&P Emerging LargeMidCap Regional, and S&P Emerging SmallCap Regional) is December 31, 1997 at
the market close. The indices were not in existence prior to that date and all data presented prior to that date are back-tested.
The back-test calculations are based on the same methodology that was in effect when the indices were officially launched.
Complete index methodology details are available at www.indices.standardandpoors.com.
The inception date for the S&P Emerging LargeMidCap Sector and S&P Emerging SmallCap Sector is September 19, 2005 at
the market close. The indices were not in existence prior to that date and all data presented prior to that date are back-tested.
The back-test calculations are based on the same methodology that was in effect when the indices were officially launched.
Complete index methodology details are available at www.indices.standardandpoors.com.
Prospective application of the methodology used to construct the S&P Emerging LargeMidCap, S&P Emerging SmallCap,
S&P Emerging LargeMidCap Regional, S&P Emerging SmallCap Regional, S&P Emerging LargeMidCap Sector, and S&P
Emerging SmallCap Sector indices may not result in performance commensurate with the back-test returns shown. The backtest period does not necessarily correspond to the entire available history of the indices. Please refer to the methodology
paper for these indices, available at www.standardandpoors.com for more details about the indices, including the manner in
which it is rebalanced, and the timing of such rebalancing, criteria for additions and deletions and index calculation. The
indices are rules based, although the Index Committee reserves the right to exercise discretion, when necessary.
The index performance has inherent limitations. The index returns shown do not represent the results of actual trading of
investor assets. Standard & Poor’s maintains the indices and calculates the index levels and performance shown or
discussed, but does not manage actual assets. Indices are statistical composites and their returns do not reflect payment of
any sales charges or fees an investor would pay to purchase the securities they represent. The imposition of these fees and
charges would cause actual and back-tested performance to be lower than the performance shown. For example, if an index
returned 10% on a US$ 100,000 investment for a 12-month period (or US$ 10,000) and an annual asset-based fee of 1.5%
were imposed at the end of the period (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year. Over 3
years, an annual 1.5% fee taken at year end with an assumed 10% return per year would result in a cumulative gross return of
33.1%, a total fee of US$ 5,375, and a cumulative net return of 27.2% (or US$ 27,200).
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Disclaimer
This document does not constitute an offer of services in jurisdictions where Standard & Poor’s or its affiliates do not have the
necessary licenses. Standard & Poor’s receives compensation in connection with licensing its indices to third parties.
All information provided by Standard & Poor’s is impersonal and not tailored to the needs of any person, entity or group of
persons. Standard & Poor’s and its affiliates do not sponsor, endorse, sell, promote or manage any investment fund or other
vehicle that is offered by third parties and that seeks to provide an investment return based on the returns of any Standard &
Poor’s index. Standard & Poor’s is not an investment advisor, and Standard & Poor’s and its affiliates make no representation
regarding the advisability of investing in any such investment fund or other vehicle. A decision to invest in any such
investment fund or other vehicle should not be made in reliance on any of the statements set forth in this document.
Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the
risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by
or on behalf of the issuer of the investment fund or other vehicle. Inclusion of a security within an index is not a
recommendation by Standard & Poor’s to buy, sell, or hold such security, nor is it considered to be investment advice.
Exposure to an asset class is available through investable instruments based on an index. It is not possible to invest directly
in an index. There is no assurance that investment products based on the index will accurately track index performance or
provide positive investment returns. Standard & Poor's is not a tax advisor. A tax advisor should be consulted to evaluate the
impact of tax-exempt securities on portfolios and the tax consequences of making any particular investment decision.
Standard & Poor’s does not guarantee the accuracy and/or completeness of any Standard & Poor’s index, any data included
therein, or any data from which it is based, and Standard & Poor’s shall have no liability for any errors, omissions, or
interruptions therein. Standard & Poor’s makes no warranties, express or implied, as to results to be obtained from use of
information provided by Standard & Poor’s and used in this service, and Standard & Poor’s expressly disclaims all warranties
of suitability with respect thereto. While Standard & Poor’s has obtained information believed to be reliable, Standard & Poor’s
shall not be liable for any claims or losses of any nature in connection with information contained in this document, including
but not limited to, lost profits or punitive or consequential damages, even if it is advised of the possibility of same. These
materials have been prepared solely for informational purposes based upon information generally available to the public from
sources believed to be reliable. Standard & Poor’s makes no representation with respect to the accuracy or completeness of
these materials, the content of which may change without notice. The methodology involves rebalancings and maintenance of
the indices that are made periodically during each year and may not, therefore, reflect real-time information.
Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the
independence and objectivity of each analytic process. Standard & Poor’s has established policies and procedures to
maintain the confidentiality of non-public information received during each analytic process. Standard & Poor's and its
affiliates provide a wide range of services to, or relating to, many organizations, including issuers of securities, investment
advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may
receive fees or other economic benefits from those organizations, including organizations whose securities or services they
may recommend, rate, include in model portfolios, evaluate or otherwise address.
Copyright © 2011 by Standard & Poor’s Financial Services LLC. All rights reserved.
Redistribution, reproduction and/or photocopying in whole or in part is prohibited without written permission.
S&P, See what other’s don’t, so you can do what others can’t, and STANDARD & POOR’S are registered trademarks of
Standard & Poor’s Financial Services LLC.
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